Report of the auditor-general to Limpopo Provincial 
Legislature the council on Makhado Local 
Municipality 


Report on the audit of the financial statements 


Adverse opinion 

1. I have audited the financial statements of the Makhado Local Municipality set out on 
pages xx to xx, which comprise the statement of financial position as at 30 June 2017, 
and the statement of financial performance, statement of changes in net assets, cash 
flow statement and the statement of comparison of budget information with actual 
information for the year then ended, as well as the notes to the financial statements, 
including a summary of significant accounting policies. 

2. In my opinion, because of the significance of the matters described in the basis for 
adverse opinion section of my report, the financial statements do not present fairly, in all 
material respects, the financial position of the municipality as at 30 June 2017, and 
financial performance and its cash flows for the year then ended in accordance with 
applicable financial reporting framework and the requirements of the South African 
Standards of Accounting Practice (SA Standards of GRAP), the Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act, 
2016 (Act No. 3 of 2016) (DoRA). 

Basis for adverse opinion 

Property, plant and equipment 

3. The municipality did not review the residual values and useful lives of 
reporting date in accordance with GRAP 17 Property, plant and equipment. As a result, 
assets with a gross carrying amount of R31 307 091 had a zero net carrying amount 
while still being in use. Consequently, I was not able to determine the impact on the net 
carrying amount of assets of R1 654 197 728 disclosed in note 9 to the financial 
statements, as it was impracticable to do so. 

4. The accounting records of the municipality did not in all instances contain adequate 
information to enable me to perform a physical verification of infrastructure assets. As a 
result, I was unable to physically verify infrastructure assets stated at R226 412 235 in 
note 9 to the financial statements. 

5. The municipality did not properly calculate the opening balance of property plant and 
equipment in the accounting records and financial statements. Evidence to support 
differences amounting to R159 244 323 between the underlying records and 
recalculation performed could not be provided. Additionally, the municipality made a 
restatement to rectify a previous year misstatement. The municipality did not use the 
correct model to recognise items of property, plant and equipment amounting to 

R5 547 016. Consequently, I was not able to determine the impact on the net carrying 
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amount of assets disclosed in note 9 to the financial statements, as it was impracticable 
to do so. 

6. The municipality did not have adequate systems to maintain records of property, plant 
and equipment. The amounts disclosed in the underlying records did not agree with the 
amount recorded in the financial statements. As a result, property, plant and equipment 
disclosed in note 9 to the financial statements was overstated by R103 036 068. 
Additionally, there was a resultant impact on the surplus for the period. 

7. The municipality did not have adequate systems in place to record all work in progress 
belonging to the municipality in the accounting records and financial statements. I 
identified a number of work in progress projects that were not recorded in the accounting 
records and financial statements. Additionally, additions of R9 710 112 to work in 
progress were recorded at negative amounts. Furthermore, evidence to support 
differences amounting to R3 840 492 between the source and the underlying records 
could not be provided. Consequently, I was unable to determine the full extent of the 
understatement of work in progress stated at R9 694 501 in note 9 to the financial 
statements as it was impracticable to do so. 

Cash and cash equivalents 

8. The municipality did not have adequate systems to maintain records of investments. I 
was unable to trace the investment withdrawals of R80 275 756 to the primary bank 
account of the municipality. There were no satisfactory alternative procedures that I 
could perform to obtain reasonable assurance on the cash and cash equivalent as 
disclosed in note 7 to the financial statements. 

9. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for cash and cash equivalents. As described in note 7 to the 
financial statements, the restatement was made to rectify a previous year misstatement. 

I was unable to confirm the restatement by alternative means. Additionally, I was unable 
to obtain sufficient appropriate audit evidence that cash and cash equivalents for the 
year under review had been properly accounted for, due to the status of the accounting 
records. Consequently, I was unable to determine whether any adjustment was 
necessary to the cash and cash equivalents corresponding figure stated at 

R103 036 068 (2015- 2016: R117 988 249) as disclosed in note 7 to the financial 
statements. 

Expenditure 

10. The municipality did not classify transactions as general expenditure in the annual 
financial statements, as required by GRAP 1, Presentation of the Financial Statements. 
The credit balances were netted off against the debit balances. The effect on the 
financial statements was that general expenses disclosed in note 33 to the financial 
statements was understated by R18 285 356. Additionally, there was a resultant impact 
on the surplus for the period. 

Licences and permits 

11.1 was unable to obtain sufficient appropriate audit evidence for revenue from licences as 
the municipality did not provide a detailed transaction listing. The municipality did not 
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have adequate systems of internal control in place to reconcile the transactions and 
events to the financial statements. I could not confirm revenue from exchange 
transactions by alternative means. Consequently, I was unable to determine whether any 
adjustment to revenue stated at R17 649 309 in the financial statements was necessary. 

Other income 

12. The municipality did not record transactions for Vhembe district municipality’s water 
related services in accordance with GRAP 1, Presentation of the Financial Statements. 
The amounts disclosed in the underlying records did not agree with the amount recorded 
in the financial statements. The effect on the financial statements was that revenue from 
exchange transactions was overstated by R12 211 337. Additionally, there was a 
resultant impact on the surplus for the period. Furthermore, sufficient and appropriate 
audit evidence could not be provided for proceeds from the sale of land amounting to 
R6 509 127 as disclosed in note 22 to the financial statements. 

Debt impairment 

13. The municipality did not have adequate systems to maintain records for debt impairment 
as required by, GRAP 1 Presentation of the Financial Statements. As described in note 
40 to the financial statements, the restatement was made to rectify a previous year 
misstatement. The municipality did not submit sufficient and appropriate audit evidence 
in support of the journals passed regarding debt impairment amounting to R18 274 090. 
Consequently, I was not able to determine the impact on the accumulated surplus as it 
was impracticable to do so. 

Unauthorised expenditure 

14. During 2016, I was unable to obtain sufficient appropriate audit evidence that 
unauthorised expenditure for the year had been properly disclosed and to confirm the 
unauthorised expenditure by alternative means. Consequently, I was unable to 
determine whether any adjustment to unauthorised expenditure stated at R0 
(2015- 2016: R22 992 036) in note 44 to the financial statements was necessary. My 
audit opinion on the financial statements for the period ended 30 June 2016 was 
modified accordingly. My opinion on the current’s period’s financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figure. 

Cash flow statement 

15. During 2016, the financial statements were materially misstatements due to material 
uncorrected misstatements in the following items disclosed in the cash flow statements 

• Receipts from operating activities were understated by R99 632 198 
(2015-2016: R50 653 787) 

• Payments from operating activities were overstated by R13 558 263 
(2015-2016: R48 981 126) 

My opinion on the current’s period’s financial statements is also modified because of the 
possible effect of this matter on the comparability of the current period’s figure. 
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Aggregation of immaterial uncorrected misstatements 

16. In addition to the individually material uncorrected misstatements stated above, total 
current assets were materially misstated by R14 437 082 due to the cumulative effect of 
individually immaterial uncorrected misstatements in the following items: 

• Receivables from non-exchange transactions stated at R12 280 933 was 
overstated by R4 951 150 

• Property, plant and equipment stated at R1 654 197 728 was understated by 
R1 644 809 

• Inventory stated at R104 704 522 was overstated by R4 188 143 

Transfer of functions 

17. The municipality did not have adequate systems to maintain records for the transfer of 
functions as required by GRAP 106, Transfer of functions for entities not under common 
control. I was unable to obtain sufficient appropriate audit evidence for the amounts 
disclosed as total assets, stated at R53 027 391 and total liabilities at R9 059 194 in note 
49 to the financial statements. I could not confirm the total assets and liabilities 
transferred by alternative means. Consequently, I was unable to determine whether any 
further adjustments to transfer of functions stated at R27 440 214 in the financial 
statements were necessary. 

Context for the opinion 

18.1 conducted my audit in accordance with the International Standards on Auditing (ISAs). 
My responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of my report. 

19. lam independent of the municipality in accordance with the International Ethics 

Standards Board for Accountants’ Code of ethics for professional accountants (IESBA 
code) together with the ethical requirements that are relevant to my audit in South Africa. 

I have fulfilled my other ethical responsibilities in accordance with these requirements 
and the IESBA code. 

20.1 believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my adverse opinion. 

Emphasis of matters 

21.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Material impairments 

22. As disclosed in note 30 to the financial statements, material losses to the amount of 
R48 782 216 were incurred as a result of a write-off of irrecoverable trade and other 
debtors. 
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Restatement of corresponding figures 

23. As disclosed in note 40 to the financial statements, the corresponding figures for 
30 June 2016 have been restated as a result of an error discovered in the financial 
statements of the Municipality at, and for the year ended, 30 June 2017. 

Irregular expenditure 

24. As disclosed in note 44 to the financial statements, irregular expenditure to the amount 
of R73 256 255 was incurred as a result of payments made in contravention of the 
supply chain management requirements. 

Fruitless and wasteful expenditure 

25. As disclosed in note 42 to the financial statements, fruitless and wasteful expenditure to 
the amount of R609 247 was incurred as a result of payment of interest on overdue 
accounts. 

Other matters 

26. The following other matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters regarding the audit, the auditor’s responsibilities and the 
auditor’s report: 

Unaudited disclosure notes 

27. In terms of section 125{2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA in the financial statements. This disclosure 
requirement did not form part of the audit of the financial statements and accordingly I do 
not express an opinion thereon 

Unaudited supplementary schedules 

28. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon 

Responsibilities of the party responsible for the financial statements 

29. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with SA Standards of GRAP and the requirements of 
the MFMA, and the DoRA and for such internal control as the accounting officer 
determines is necessary to enable the preparation of financial statements that are free 
from material misstatement, whether due to fraud or error. 

30. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, 
matters relating to going concern and using the going concern basis of accounting 
unless the accounting officer either intends to liquidate the municipality or to cease 
operations, or has no realistic alternative but to do so. 
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Auditor-general’s responsibilities for the audit of the financial statements 

31. My objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or 
error, and to issue an auditor's report that includes my opinion. Reasonable assurance is 
a high level of assurance, but is not a guarantee that an audit conducted in accordance 
with ISAs will always detect a material misstatement when it exists. Misstatements can 
arise from fraud or error and are considered material if, individually or in the aggregate, 
they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these financial statements. 

32. A further description of my responsibilities for the audit of the financial statements is 
included in the annexure to the auditor’s report. 


Report on the audit of the annual performance report 


Introduction and scope 

33. In accordance with the Public Audit Act of South Africa, 2004 {Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
selected development priorities presented in the annual performance report. I performed 
procedures to identify findings but not to gather evidence to express assurance. 

34. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not evaluated 
the completeness and appropriateness of the performance indicators/measures included 
in the planning documents. My procedures also did not extend to any disclosures or 
assertions relating to planned performance strategies and information in respect of future 
periods that may be included as part of the reported performance information. 
Accordingly, my findings do not extend to these matters. 

35.1 evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development 
priorities presented in the annual performance report of the municipality for the year 
ended 30 June 2017: 


Development priorities 

Pages in the annual 
performance report 

Development priority (02) - Basic service delivery and 
infrastructure development 

x-x 

Development priority (03) - Local economic development 

x-x 


36.1 performed procedures to determine whether the reported performance information was 
consistent with the approved performance planning documents. I performed further 
procedures to determine whether the indicators and related targets were measurable 
and relevant, and assessed the reliability of the reported performance information to 
determine whether it was valid, accurate and complete. 
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37. The material findings in respect of the usefulness and reliability of the selected 
development priorities are as follows: 


Development priority (02) - Basic service delivery infrastructure 

Reported achievement not supported by sufficient appropriate audit evidence, i.e. not 

valid and/or accurate and/or complete 

Various indicators 

38. I was unabie to obtain sufficient appropriate audit evidence for the reported achievement 
of the targets below. This was due to limitations placed on the scope of my work. I was 
unable to confirm the reported achievement by alternative means. Consequently, I was 
unable to determine whether any adjustments were required to the reported achievement 


Key Performance indicator/ Measurable 
Objective 

Annual Target 

Actual Annual 
Performance 

To purchase CT VT Units 11 kv and 22kv by 30 

June 2017 

CT VT Units 11kv and 

22kv purchased 

CT VT Units 11 kv and 

22kv purchased 

To upgrade bulk supply Tshituni (2.5MVA) by 30 
June 2017 

Site Handover 

Site Handover 

To replace outdoor Circuit breaker by 30 June 

2017 

Evaluate Adjudicate and 
award tender 

Evaluate done Adjudicate 
done and award tender 
done 

To replace channel cover by 30 June 2017 

Replacement of channel 
cover completed 

Replacement of channel 
cover not completed 

Purification of transformer oil by 30 June 2017 

Transformer oil purified 

Transformer oil purified 

Post connection Own licensed areas by 30 June 
2017 

Post connetion own 
licensed areas 

Post connetion own 
licensed areas 

To design electricity network at Tshikhwani/ 

Rathidili by 30 September 2016 

Tshikhwani/ Rathidili 
designed completed 

Tshikhwani/ Rathidili 
designed completed 

To design electricity network at Maname Paradise 
by 31 March 2017 

Maname Paradise designs 
completed 

Maname Paradise 
designs completed 

To design electricity network at Madabani by 31 
March 2017 

Madabani designs 
completed 

Madabani designs 
completed 

To design electricity network at Mavhunga 
/Muromani by 31 December 2017 

Mavhunga /Muromani 
design completed 

Mavhunga /Muromani 
design completed 

To pay the engineer on the electrification of 
Vyeboom by 30 September 2017 (R867 541.56) 

Payment done 

Payment done 

To revitalize the OK/ Shoprite Traders market 
project by 30 June 2017 

Contrct to revitalize the 

OK/ Shoprite Traders 
market awarded 

Contrct to revitalize the 

OK/ Shoprite Traders 
market awarded 

To construct road Sereni Themba to Mashamba 
post office ( phase 3) by 30 June 2017 (4.2km) 

Surfacing completed 4.2 

Km 

Surfacing not completed 

4.2 Km ~ 

To construct Tshikwarani to Zamkomste Road - 
1.5km by 30 June 2017 

Completed roadbed 
subbase and base 
layers(1.5km) 

Roadbed subbase and 
base layers(1.5km) 
Completed 

To construct Tshirolwe.Matsa to Manyii road 

Phase 1 -1.2km by 30 June 2017 

Completed roadbed 
subbase and base 
layered.2km) 

Roadbed subbase and 
base layers(1.2km) 
Completed 

To construct Tshedza to Vuvha road- 1km by 30 
June 2017 

Tshedza to Vuvha road- 
1km completed 

Tshedza to Vuvha road- 
1km completed 

To construct Gombiti,Tshivhuyuni to Mamphagi 
road Phase 1-1.4 km by 30 June 2017 

Gombiti.Tshivhuyuni to 
Mamphagi road Phase 1 - 
1,4Km completed 

Gombiti.Tshivhuyuni to 
Mamphagi road Phase 1 
-1.4Km completed 

To construct Xitacini to Jiweni Phase 1 - 2km by 30 
June 2017 

Complete base layer and 
surfacing of 2 km road 

Base layer and surfacing 
of 2 km road completed 
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Key Performance indicator/ Measurable 
Objective 

Annual Target 

Actual Annual 
Performance 

To rehabilitate internal streets by 30 June 2017 

Rehabilitation of internal 
streets completed 

Rehabilitation of internal 
streets completed 

To develop refuse transfer station for Waterval 
Region by 30 June 2017 

Evaluate adjudicate and 
award contract commence 
with design 2017/18 

Tender re-advertised. 
Evaluation done 
adjudicatioin done Tender 
re-advertised , awarding 
and design not done 

To upgrade Dzanani Transfer Station - Elec+ 

Guard room by 30 June 2017 

Evaluate adjudicate and 
award contract commence 
with design 2017/18 

Tender re-advertised. 
Evaluation done 
adjudicatioin done Tender 
re-advertised, awarding 
and design not done 

Development of Kutama/Sinthumule Stadium by 

30 June 2017 

Evaluate adjudicate and 
award contract commence 
with design 2017/18 

Tender re-advertised. 
Evaluation done 
adjudicatioin done Tender 
re-advertised , awarding 
and design not done 

Refurbishment of Caravan Park buildings 30 June 
2017 

Refurbishment of Caravan 
Park buidings completed 

Refurbishment of Caravan 
Park buidings completed 


Performance indicators are not well-defined 

39. The source information or evidence and method of calculation for the achievement of the 
following planned indicator was not clearly defined, as required by the Framework for 
Managing Programme Performance Information (FMPPI). 

40. The following targets listed below were identified as not well defined in terms of the 
FMPPI: 


Key Performance Indicators 

Planned Annual Targets 

Reported achievement 

To develop E59 and E60 Park (Makhado 
Town) by 30 June 2017 

Development of E59 and E60 Park 
(Makhado Town) completed 

Project remove during the 
budget adjustment. 

Establishment of Watervaal Registering 
Authority by 30 June 2017 

Establishment of Watervaal 

Registering Authority completed 

Target not achieved, the 
project was cancelled. 

To purchase strategic spares by 31 

March 2017 

Strategic spares 

Project removed during 
budget adjustment. 

To deliver material to replace Ring Main 
Units 11 kV ( RMU) by 30 June 2017 

Ring Main Units 11 kV ( RMU) 
delivered and installed 

Delivery of materials done for 
Ring Main units 11 kV 
(RMU) done and installation 

To upgrade Shefeera Line by 30 June 

2017 

Shefeera Line Upgraded 

Shefeera Line Upgraded 

To upgrade and reroute Beaufort West line 
by 30 June 2017 

Reroute of Beaufort West line 
upgraded 

Reroute of Beaufort West line 
upgraded 

To upgrade urban substation by 30 June 
2017 

Materials delivered 

Materials delivered (22kV 
Panel) 

To upgrade bulk supply Tshituni (2.5MVA) j 

Site handover 

Site handover done 




















































Key Performance Indicators 

Planned Annual Targets 

Reported achievement 

by 30 June 2017 



To upgrade Mountain line by 30 June 2017 

Mountain line upgraded 

Project removed during 
budget adjustment 

To replace outdoor Curcuit breaker by 30 
June 2017 

Evaluate, adjudicate and award 
tender. 

Evaluate done, adjudicate 
done and award tender 

done. 

To replace channel cover by 30 June 2017 

Replacement of channel cover 
completed 

Replacement of channel 
cover not completed 

To Service OCB's substation by 30 June 
2017 

Service OCB's 

OCB’s Serviced 

To refurbish Transformer in (Levubu) by 

30 June 2017 

Transformer refurbished (Levubu) 

Transformer refurbished 
(Levubu) 

Post connection Own licensed areas by 30 
June 2017 

Post connection Own licensed areas 

Post connection Own 
licensed areas done 

Development of Kutama/Sinthumule 

Stadium by 30 June 2017 

Evaluate, adjudicate and award 
contract. Commence with design in 
2017/18 

Tender Re-advertised. 
Evaluation done, 
adjudication done, Tender 
re-advertised. Award and 
design not done 

Ablution of Tree Park Facility by 30 June 
2017 

Ablution of Tree Park Facility 
completed 

Ablution of Tree Park Facility 
completed 


Performance indicators are or targets are not specific and/or measurable 

41. The targets for these indicators were not specific in clearly identifying the nature and 
required level of performance and measurable during the planning process, as required 
by the FMPPI. Please refer to the detailed list of Indicators that did not meet the 
definition of being specific and measurable below: 


Key Performance Indicators/Measurable 
Objective 

Annual Targets 

Reported achievement 

To remove the old library roof by 30 June 

2017 

Removal of the library roof 
completed 

Removal of the library roof 
completed 

Establishment of Watervaal Registering 
Authority by 30 June 2017 

Establishment of Watervaal 
Registering Authority 
completed 

Project removed during budget 
adjustment 

To replace air conditioners by 30 June 

2017 

Air Conditioners replaced 

Twenty (20) Air Conditioners 
replaced 

To purchase CT VT Units 11 kv and 22kv by 

CT VT Units 11 kv and 22kv 

CT VT Units 11 kv and 22kv 
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Key Performance Indicators/Measurable 
Objective 

Annual Targets 

Reported achievement 

30 June 2017 

purchased 

purchased 

To procure Mini Substation by 31 March 

2017 

Mini Subs replaced 

Mini Subs replaced 

To purchase strategic spares by 31 March 
2017 

Strategic spares 

Project removed during budget 
adjustment 

To upgrade Shefeera Line by 30 June 2017 

Shefeera Line Upgraded 

Shefeera Line Upgraded 

To upgrade and reroute Beaufort West line 
by 30 June 2017 

Reroute of Beaufort West 
line upgraded 

Reroute of Beaufort West line 
upgraded 

To upgrade urban substation by 30 June 

2017 

Materials delivered 

Materials delivered (22kV 

Panels) 

To upgrade Mountain line by 30 June 2017 

Mountain line upgraded 

Project removed during budget 
adjustment 

To replace channel cover by 30 June 2017 

Replacement of channel 
cover completed 

Replacement of channel cover 
not completed 

Purification of transformer oil by 30 June 

2017 

Transformer oil purified 

Transformer oil purified 

To renovate Substation control room by 30 
June 2017 

Substation control room 
renovated 

Substation control room 
renovated 

To Service OCB's substation by 30 June 

2017 

Service OCB's 

OCB’s Serviced 

To refurbish Transformer in (Levubu) by 30 
June 2017 

Transformer refurbished 
(Levubu) 

Transformer refurbished 
(Levubu) 

Post connection Own licensed areas by 30 
June 2017 

Post connection Own 
licensed areas 

Post connection Own licensed 
areas done 

To rehabilitate internal streets by 30 June 

2017 

Rehabilitation of Internal 
Streets completed 

Rehabilitation of Internal Streets 
completed 

Fencing of graveyards by 31 March 2017 

Fencing of graveyards 
completed 

Fencing of graveyards 
completed 

Refurbishment of Caravan Park buildings 30 
June 2017 

Refurbishment of Caravan 

Park buildings completed 

Refurbishment of Caravan Park 
buildings completed 

Ablution of Tree Park Facility by 30 June 

2017 

Ablution of Tree Park Facility 
completed 

Ablution of Tree Park Facility 
completed 

To remove underground fuel tanks and 
rehabilitate the soil 30 June 2017 

Remove underground fuel 
tanks and rehabilitate the soil 
completed 

[ 

Remove underground fuel tanks 
and rehabilitate the soil 
completed 
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Reported achievement did not agree with the evidence provided, i.e. not valid, 
accurate and complete 


30. The reported achievement for the following targets was misstated as the evidence 
provided did not agree with the reported achievement: 


Performance Indicator 

1 

Reported achievement 

Audited value 

Number of households with access to 
refuse collection 

12787 

17 267 

To remove the old library roof by 30 
June 2017 

Target achieved 30/06/2017 

Date of completion 

21/08/2017 

Establishment of Watervaal Registering 
Authority by 30 June 2017 

Project removed during budget 
adjustment 

Project was not removed 
during budget adjustment 

Fencing of graveyard by 31 March 

2017 

Fencing of Graveyard completed 

Graveyard completion date 
done in 2015/16 Financial 
year 


Development priority (03) - Local economic development 

Number of LED Job opportunities created 30 June 2017 

31. The reported achievement for the performance indicator, number of LED job 

opportunities created was misstated as the evidence provided did not agree with the 
reported achievement. 


Planned development objective per 
annual planning document 

Reported achievement 

Audited value 

Number of LED Job Opportunities Created 

30 June 2017 

824 

770 


Other matters 

32.1 draw attention to the matters below. 


Achievement of planned targets 

33. Refer to the annual performance report on page(s) x to x for information on the 

achievement of planned targets for the year and explanations provided for the under and 
overachievement of a significant number of targets. This information should be 
considered in the context of the material findings on the usefulness and reliability of the 
reported performance information in paragraph(s) x; x; x of this report. 

Adjustment of material misstatements 


34. I identified material misstatements in the annual performance report submitted for 

auditing. These material misstatements were on the reported performance information of 
Development priority (02) Basic Service Delivery and Infrastructure development. As 
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management subsequently corrected only some of the misstatements, I raised material 
findings on the usefulness and reliability of the reported performance information. Those 
that were not corrected are reported above. 


Report on audit of compliance with legislation 


Introduction and scope 

35. In accordance with the PAA and the general notice issued in terms thereof I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

36. The material findings on compliance with specific matters in key legislations are as 
follows: 

Asset management 

37. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) and 96(2)(a) of the MFMA. 

38. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) and 96(2)(b) of the MFMA. 

39. All investments were not made in accordance with the requirements of the investment 
policy, as required by Municipal investment regulation 3(3). 

Expenditure management 

40. Payments/ withdrawal were made from the municipality’s bank account without the 
approval of the accounting officer as required by section 11(1) of the MFMA. 

41. Effective steps were not taken to prevent irregular expenditure amounting to 

R74 511 293 as disclosed in note 43 to the annual financial statements, as required by 
section 62(1 )(d) of the MFMA. The majority of the irregular expenditure was caused by 
non-compliance with SCM laws and regulations. 

42. Effective steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R 609 247, as disclosed in note 41 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. 

Revenue management 

43. A credit control and debt collection policy was not implemented, as required by section 
96(b) of the Municipal Systems Act and section 62(1 ){f)(iii) of the MFMA. 

44. Interest was not charged on all accounts in arrears, as required by section 64(2)(g) of 
the MFMA. 

45. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 
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Procurement and contract management 

46. Bid adjudication committees were not always composed in accordance with Supply 
Chain Management (SCM) Regulation 29(2). 

47. Contracts were awarded to bidders who did not submit a declaration on whether they are 
employed by the state or connected to any person employed by the state, as required by 
SCM regulation 13 (c). 

48. Awards were made to providers who were in the service of other state institutions, in 
contravention of the MFMA 112(j) and SCM regulation 44. Similar awards were identified 
in the previous year and no effective steps were taken to prevent or combat the abuse of 
the SCM process, as required by SCM regulation 38 (1). 

Annual financial statements and performance report 

49. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. 

Material misstatements of non-current assets, current assets, revenue, expenditure and 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected and/or the supporting records were provided subsequently, but 
the uncorrected material misstatements and/ or supporting records that could not be 
provided resulted in the financial statements receiving an adverse audit opinion. 

Other information 

50. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not 
include the financial statements, the auditor’s report thereon and those selected 
development priorities presented in the annual performance report that have been 
specifically reported on in the auditor’s report. 

51. My opinion on the financial statements and findings on the reported performance 
information and compliance with legislation do not cover the other information and I do 
not express an audit opinion or any form of assurance conclusion thereon. 

52. In connection with my audit, my responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the 
financial statements and the selected development priorities presented in the annual 
performance report, or my knowledge obtained in the audit, or otherwise appears to be 
materially misstated. 


Internal control deficiencies 


53.1 considered internal control relevant to my audit of the statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance thereon. The matters reported below 
are limited to the significant internal control deficiencies that resulted in the basis for 
adverse opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 
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Leadership 

54. Reviews conducted on the annual financial statements and performance report did not 
detect or prevent the risks of material misstatements identified during the audit process. 
Managements slow response in resolving prior year findings and inability to follow a pro¬ 
active approach have resulted in material misstatements in the annual financial 
statements, performance reports and material non-compliance with laws and regulations. 

55. Co-ordination between departments within the municipality is inadequate to resolve 
recurring findings. 

56. The instability in the key leadership positions had an impact in addressing the prior year 
audit outcomes. 

57. The municipality developed a plan to address internal and external audit findings, but the 
plan was not adhered to and/or timeously implemented to address matters reported in 
the prior year. 

58. The municipality did not have an approved Human Resource plan for the year under 
review. 

Financial and performance management 

59. Senior management did not adequately oversee the operations of the municipality, as 
the financial statements and annual performance report contained material 
misstatements not detected by the municipality’s own system of internal control. 

60. The municipality did not prepare regular, accurate and complete financial and 
performance reports that are supported and evidenced by reliable information. 

61. There was inadequate review and monitoring of compliance with applicable laws and 
regulations. 

62. The implementation of the supply chain management processes and procedures were 
inadequate resulting in irregular expenditure. 

Governance 

63. Although risk management and governance activities took place within the municipality 
and the necessary policies and procedures have been formulated and documented, the 
municipality’s reactive approach in addressing inadequate systems of internal controls 
indicates that there are inadequate mitigating processes in place to address the 
municipality’s reliance on key individuals and to guide the municipality through periods of 
change and unpredictability. 


Other reports 


42.1 draw attention to the following engagements conducted by various parties that had, or 
could have, an impact on the matters reported in the municipality’s financial statements, 
reported performance information, compliance with applicable legislation and other 
related matters. These reports did not form part of my opinion on the financial statements 
or my findings on the reported performance information or compliance with legislation. 



14 










43. The municipality appointed an independent consultant to investigate allegations of 
possible misappropriation of the municipality’s assets. The investigation against the 
former employee was concluded on 17 Feb 2017. Disciplinary proceedings were 
withdrawn and the former employee had subsequently resigned. 


Auditor - Senegal 

Polokwane 
30 November 2017 



auditor-oeimeral 

SOUTH AFRICA 

Auditing to build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 


1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected development 
priorities and on the municipality’s compliance with respect to the selected subject 
matters. 

Financial statements 

64. In addition to my responsibility for the audit of the financial statements as described in 
the auditor’s report, I also: 

* identify and assess the risks of material misstatement of the financial statements 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for my opinion. The risk of not detecting a material misstatement resulting 
from fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal 
control. 

* obtain an understanding of internal control relevant to the audit in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose 
of expressing an opinion on the effectiveness of the municipality’s internal control. 

* evaluate the appropriateness of accounting policies used and the reasonableness 
of accounting estimates and related disclosures made by the which constitutes the 
accounting officer. 

* conclude on the appropriateness of the accounting officer’s use of the going 
concern basis of accounting in the preparation of the financial statements. I also 
conclude, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the 
Makhado Local Municipality’s ability to continue as a going concern. If I conclude 
that a material uncertainty exists, I am required to draw attention in my auditor’s 
report to the related disclosures in the financial statements about the material 
uncertainty or, if such disclosures are inadequate, to modify the opinion on the 
financial statements. My conclusions are based on the information available to me 
at the date of the auditor’s report. However, future events or conditions may cause 
a municipality to cease to continue as a going concern. 

* evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation. 

Communication with those charged with governance 

65.1 communicate with the accounting officer regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that I identify during my audit. 
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66.1 also confirm to the accounting officer that I have complied with relevant ethical 
requirements regarding independence, and communicate all relationships and other 
matters that may reasonably be thought to have a bearing on my independence and 
here applicable, related safeguards. 
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